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The franchise contract was first practiced in the USA at the end of the nineteenth century when the first network of 
franchising was organized by Singer, the sewing machines company, for the distribution of its products. Subsequently, 
franchising was spread to many other types of business: cars, hotels, gas stations, etc. 
In Europe, the rate of development of franchising was guarded at first; but since the Eighti
es the European enterprises 
began showing an increasing interest in the development of this type of contract. 
In Greece, franchising has been used for a number of years but it began developing rapidly only since 1993. 
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1. Introduction 
  Franchising is a marketing method (Kull, 2002; Skalidis / Velentzas, 2012; Velentzas, 2007, 2012): the 
practice of using another firm's successful business model (Mendelsohn, 2004a, 2004b; Zaid, 2005). 
The word 'franchise' is of Anglo-French derivation -from franc- meaning free, and is used both as a noun 
and as a (transitive) verb (Mendelsohn, 2004c). For the franchisor, the franchise is an alternative to building 
'chain stores' to distribute goods that avoids the investments and liability of a chain (Mendelsohn, 1984; 
Schneider / Nye, 2003).  
The franchisor's success depends on the success of the franchisees (Ozanne / Hunt 2011; Tarbutton, 1986).  
The franchisee is said to have a greater incentive than a direct employee because he / she has a direct stake 
in the business (Justis / Judd, 2002; Meaney, 2004; Mhlaba, 2005). 
Franchising is a sui generis contract (Bröker, 2005) concluded between two enterprises one of which 
(franchisor) undertakes the obligation to yield to the other (franchisee) for a financial gain (immediate or long 
term) the right to exploit the ‘franchise package’ for the purpose of merchandising certain types of products 
and / or services (Velentzas, 2012; Voulgaris, 1998). 
1.1. Features 
A. Franchise package is the sum total of rights of industrial or intellectual property concerning trade marksc 
and trade namesd, distinctive titles of enterprises, utility models, designs, rights on technical expertise (know-
how)e, and patentsf as regards the resale of products or the offering of services to the final users (Velentzas, 
2007). 
 
B. The franchise contract includes obligations regarding (Agallopoulou, 2009; Skalidis / Velentzas, 2012): 
a. the use of the common trade name or distinctive title and the uniform appearance of space and means of 
transportation under the franchise contract; 
b. the sharing by the franchisor of his technical expertise (know-how) with the franchisee; 
c. the continual supply on the part of the franchisor of commercial and technical support to the franchisee 
during the time of duration of the franchise contract. 
Example: Clothing business A grants to business B the right to operate the franchise package of the former 
with the purpose of reaching new markets with its products. 
 
 
c A trade mark may consist of any signs capable of being represented graphically (particularly words, personal names, designs, 
letters, numerals, the shape of goods or of their packaging) provided that such signs are capable of distinguishing the goods or services of 
one undertaking from those of another (Art. 121 § 1 L. 4072/2012), such as for example, ‘Adidas’, ‘Lacoste’.  
d Trade name (trading name or a business name) is the name under which the business conducts its trade or trades under for 
commercial purposes, or the name a business uses to identify itself. Distinctive title is a name or representation used in transactions to 
specify the place where a business operates (store or, more generally, enterprise), such as for example, restaurant ‘The Living Room’, 
hotel ‘Intercontinental’. 
e Technical expertise (know-how) is the sum total of practical information stemming from the experience of the grantor which is not 
protected by a patent 
f  Patents are granted by the Organization of Industrial Property [in Greek O.B.I. (‘Organismos Viomihanikis Idioktisias’ / 
Οργανισμός Βιομηχανικής Ιδιοκτησίας)] when it is proven that they constitute an invention, i.e. a new creation involving inventive 
activity and capable of industrial application (Art. 5, L. 1733/1987). 
765 John Velentzas and Georgia Broni /  Procedia Economics and Finance  5 ( 2013 )  763 – 770 
d. The franchise contract is a reciprocal, onerous contract, a contract of adhesion (or accession) and a 
compound contract (Soufleros, 1995; Georgiadis, 2000). It is also a ‘frame’ type of contract because it only 
regulates the basic rights and obligations of the contracting parties (For the fulfillment of the obligations 
stipulated in the franchise contract it is necessary to conclude a series of specific contracts as regards, for 
example, the supply of raw material, measures for the promotion of sales, etc. See Soufleros, 1995; 
Georgiadis, 2000). 
e. The franchise contract, as was already mentioned, is a non regulated or innominate contract because it is 
not governed by a specific law. For the operation of this contract the provisions of the Greek Civil Code apply 
and, by analogy, the provisions of PrD 219/1991 as regards the commercial representatives, L. 3959/2011 as 
regards the protection of free competition, and L. 2251/1994 as regards the consumer’s protection 
(Georgiadis, 2000). 
Since May 31, 2000, Commission Regulation (EEC) No 4087/1998 of November 30, 1998, which used to 
govern the franchise contract, no longer applies (Art. 12, para. 1 Commission Regulation (EC) No 2790/1999 
of December 22, 1999). Beginning January 1, 2000 the new Commission Regulation (EC) No 2790/1999 of 
December 22, 1999, “On the application of Article 81(3) of the Treaty to categories of vertical agreements 
and concerted practices,” which entered into force on June 1, 2000, applies (Art. 13 Commission Regulation 
(EC) No 2790/1999 of December 22, 1999. The Vertical Restraints Block Exemption Regulation remained in 
force until 31 May 2010, when it was replaced by a second Block Exemption Regulation on Vertical 
Restraints, which entered into force on 1 June 2010 and will remain in force until 31 May 2022) 
(Agallopoulou, 2010). 
The Commission Regulation (EC) No 2790/1999 of December 22, 1999 has no definitions regarding 
franchising or special provisions regarding the relevant contracts. This regulation only indirectly concerns 
franchising because it refers to certain categories of vertical agreements regarding the supply and sale of 
goods or services (Georgiadis, 2000). 
Regarding franchising it should be noted, however, that the European Federal Franchise has set up a 
European Code of Ethical Conduct which was also adopted by the Franchise Association of Greece. Even 
though this Code is not legally binding, nonetheless it sets up standards of proper behavior for all those 
dealing with franchising (Kostakis, 2000). 
1.2. Advantages and Disadvantages of the Franchise Contractg 
The franchise contract has several advantages and disadvantages for the contracting parties. 
More specifically (Agallopoulou, 2009, 2010): 
 
A. The advantages for the franchisee are the following (Velentzas, 2007, 2012): 
     a. He retains the legal and managerial autonomy of his business, 
b. He makes use of the technical expertise (know-how) of the franchisor. 
c. He needs less capital than he would have otherwise needed if he were to start his own business. 
d. He gets technical and managerial support from the franchisor,  
e. He buys merchandise (raw material, ready made - or partially ready made - products) at better prices 
through the mass markets of the franchisor. 
 
 
g  Agreements with strong franchise companies are typically non-negotiable. 
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f. He improves his credit standing in the business world which positively affects his ability to get financing 
and helps him in other commercial matters. 
 
B. Advantages for the franchisor 
The advantages for the franchisor are the following (Velentzas, 2007): 
a. Franchising allows the franchisor to increase the number of the distribution outlets of the products or 
services of his business without committing his capital. 
b. He has a better return on his capital. 
c. He broadens the network of his sales or services internationally without getting involved in procedures 
or incurring as many expenses as he would have otherwise incurred if he were to seek work permits etc. for 
the operation of his business abroad. 
d. His name and reputation increase with the rapid expansion of a known network of distribution, 
something which strengthens his competitive status in the market. 
1.3. Disadvantages 
1.3.1. Disadvantages for the franchisee 
The disadvantages for the franchisee are the following (Velentzas, 2012):  
a. He is very dependent on the franchisor. 
b. His initiative is limited because he is obliged to follow the detailed instructions of the franchisor. 
c. His commercial success depends mainly on the entrepreneurial policy of the grantor. If, in other words, 
the commercial name of the franchisor ceases to be as reputable as it used to be, due to bad management of 
the business on the part of the franchisor, this will also immediately affect the image of the franchisee in the 
market. 
d. The clauses which are usually included in the franchise contract mainly aim at protecting the interests of 
the franchisor, thus imposing obligations and limitations to the franchisee. 
1.3.2. Disadvantages for the franchisor 
The disadvantages for the franchisor are the following (Velentzas, 2007): 
a. Because of the fact that the selection of the franchisee is hard, this type of collaboration is not immune to 
the risk of failure. 
b. It is difficult for the grantor to exercise the necessary control for the correct application of the 
instructions given by him to the franchisee. 
c. The franchisor’s share in the profit from the sale of the products or services via franchising is less than it 
would have otherwise been had he opened his own branches. 
2. Types of Franchising 
Depending on the object of the transaction, there are four types of franchising (Agallopoulou, 2010):  
2.1. Distribution franchising 
Distribution franchising is the most common type of franchising and refers to the sale by the franchisee to 
the final consumers (i.e. retail sale) of one or more products of a certain category inside a store carrying the 
distinctive title of the franchisor (Soufleros, 1995). 
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This type of franchising may be found in food items (e.g. ‘Leonidas chocolates’, ‘Flocafe’), clothing items 
for women, men or children, (e.g. ‘Benetton’, ‘Bershka’, ‘Kookai’, ‘Springfield’, ‘Alouette’, ‘Zara’), furniture 
(e.g. ‘Ikea’, ‘Neoset’), photographic equipment (e.g. ‘Quick Foto’), etc. 
2.2. Franchising of services 
During the last several years the franchising of services is on the rise. It consists in the offering of services 
on the part of the franchisee to the final consumers, services which carry the distinctive title, trade name, or 
even the trade mark of the franchisor (Velentzas, 2007).  
Moreover, they are services which are rendered according to the instructions given to the franchisee by the 
franchisor (Soufleros, 1995). The franchising of services may be found in the restaurant and fast food business 
(e.g. ‘KFC’ (Kentucky Fried Chicken), ‘Mc Donald’s’, Applebee’s’, ‘TGI Friday’s’, ‘Goodies’), in the hotel 
business (e.g. ‘Intercontinental’, ‘Mercure’, ‘Hilton’, ‘Novotel’, ‘Holiday Inn’, ‘Radisson Blu’), in the car 
rental business (e.g. ‘Budget’, ‘Hertz’, ‘Avis’), etc. 
2.3. Production or industrial franchising 
In production or industrial franchising the franchisor yields to the franchisee the license to manufacture or 
alter certain products according to the instructions of the former and then sell them with the franchisor’s trade 
mark (Soufleros, 1995). Typical examples of this are the cases of bottling services and sale of non alcoholic 
beverages such as ‘Coca-Cola’, ‘Schweppes’, ‘Seven-Up’, etc. 
2.4. Mixed franchising 
The mixed franchising has elements of distribution franchising and services franchising, i.e. it combines 
the sale of products and the therewith connected services (Soufleros, 1995).  
The franchising of cars may be a good example of such mixed franchising because it combines the sale of 
cars with services for their repair and maintenance; the same holds for the franchising of cosmetics which 
combines the sale of cosmetic products with the services of a beautician (Skalidis / Velentzas, 2012). 
3. Definition of the Franchise Contract 
Even though it is not required by law for the franchise contract to be in writing, the written form for the 
franchise contract is mandated by rules of law (Greek and European Community) pertaining to competition 
(Soufleros, 1995; Georgiadis, 2000) 
In practice, for the conclusion of a franchising contract a standardized document drafted by the franchisor 
is used which defines the rights and obligations of the contracting parties (Velentzas, 2012). 
3.1. Main Obligations of the Parties 
3.1.1. Main Obligations of the Franchisor 
The main obligations of the franchisor are the following (Velentzas, 2007, 2012): 
a. To yield to the franchisee the use and exploitation of the franchise package. 
b. To integrate the franchisee to the franchising system by providing him with the necessary technical 
support as well as the necessary training. 
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c. To furnish to the franchisee the products agreed upon in the contract. 
d. To see to it that the franchisee is constantly supplied with advice regarding technical, financial, and 
organizational matters. 
e. To undertake the advertising of the products mentioned in the franchise contract. 
f. To determine the territory within which the franchisee shall conduct his sales business. 
3.1.2. Main Obligations of the Franchisee 
The main obligations of the franchisee are the following (Velentzas, 2007, 2012): 
a. To pay the franchisor the entry fee (i.e. the price for having obtained access to the franchising system). 
b. To pay to the franchisor periodically a percentage from his profits according to the number of sales 
(franchise fee, royalties). 
c. To actively promote the sales through his personal work and the use of all other means the franchisor 
supplies him with. 
d. To share the expenses for advertising and organizing training programs. 
e. To comply with the organizational principles of the system and especially to conform to the principles of 
uniformity, meaning that the composition, preparation, and characteristics of the product must be the same. 
f. To get these products exclusively from the franchisor or a third party connected with the franchisor. 
g. To honor the trust placed in him by the franchisor, meaning to follow his instructions and mandates, not 
to engage in unfair competition against him, and to keep the secrets of the trade. 
4. Termination of the Franchise Contract 
The franchise contract may be of fixed or indefinite duration (Skalidis / Velentzas, 2012).  
We will proceed to examine how the franchise contract is terminated depending on whether it is for a fixed 
term or for an indefinite period (Velentzas, 2007, 2012). 
4.1. Franchise Contract for a Fixed Term 
The franchise contract for a fixed term is terminated at the expiry of the agreed time period. But each of the 
contracting parties may also terminate it earlier by way of extraordinary termination (summary termination) if 
there is important cause. Important cause exists not only in case of breach of contract due to the other 
contracting party’s faulth but even regardless of fault, as for example in case of severe deterioration of the 
financial status of one of the parties. 
 
 
h For the franchisor examples of important cause due to fault of the franchisee are the following: the latter’s not abiding by the 
instructions of the franchisor; his breach of contract as regards the prohibition to engage in unfair competition; refusal to pay the 
franchisor the quid pro quo due to him as per the agreement. 
For the franchisee examples of important cause due to fault of the franchisor are the following: the breach of contract on the part of 
the franchisor as regards his obligation to supply the franchisee with technical and commercial support or to equip him with defect free 
products. 
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4.2. Franchise Contract for an Indefinite Period 
The franchise contract for indefinite duration may be terminated either upon notice (ordinary termination) 
or by way of extraordinary termination (summary termination). 
More specifically: 
- Regarding termination upon notice, it should be noted that it does not call for the presence of any 
essential conditions. Nonetheless, the termination upon notice should not be untimely (Soufleros, 1995; 
Georgiadis, 2000, 1996), i.e. the franchise contract should not be terminated before the amortization of the 
beneficiary’s investments. Thus, in case one of the contracting parties terminates the franchise contract 
untimely, he is liable to pay damages to the other (Themeli, 1989). 
- Regarding extraordinary termination, what was already mentioned earlier about the franchise contract for 
a fixed term also holds here. 
5. Conclusion 
Termination of the franchise contract, whatever the method it was terminated by, results in the following 
(Skalidis / Velentzas, 2012): the franchisee needs to return to the franchisor the items the latter had supplied 
him with and cease making use of the rights granted to him during the agreement. 
Liability for damages exists only in the following cases (Velentzas, 2012): 
a. In case of untimely termination upon notice, the party who initiated such termination may be liable for 
damages to the other contracting party. 
b. In case of extraordinary termination, the party who, by his inappropriate behavior, caused this 
termination to be initiated may be liable for damages vis-a-vis the other contracting party (Regarding the 
eventual claim for damages on the part of the franchisee for loss of clientele and increase of a the so-called 
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